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Do These Appraisal Views 


Check With Yours? 


How many kinds of value can real estate 
have? Should we use office or independent 
appraisals? How would you answer these? 


HEN mortgage men gather, as 

they have a habit of doing once 

each year, appraising is more 
likely than not to be subject number 
one. Appraising came in for a thorough 
airing at the recent MBA Convention. 
At the first day’s afternoon Clinic de- 
voted to this subject some of the 
tougher problems in appraising were 
brought up and discussed from every 
angle. 

What six factors constitute a good 
appraisal and which is the most impor- 
tant? was the question assigned J. C. 
Barta, of Barta & Rohleder, Inc., of St. 
Paul. Mr. Barta doesn’t think one fac- 
tor can be singled out. In a statement 
read at the Clinic he said: 

“An appraisal, to be of any value, 
must contain all of these six factors— 
location, land improvements, economic 
value, reproduction less depreciation 
and market value. It is impossible to 
eliminate market value, an analysis of 
the site or improvements, a considera- 
tion of the best use of the premises or a 
comparison with other properties of a 
like character in the neighborhood or 
one comparable to it. It must ascertain 
the net income of the property so that 
it can be capitalized into an estimate of 
value and establish the reproduction 
cost of the building, less depreciation, 
so that the income analysis can be 


checked. 


“In my opinion, of the factors 
named, two are of almost equal impor- 
tance. One is economic value; the other 
is market value. To arrive at an eco- 





HIS article is a forum on ap- 

praisal problems — six of 
them, analyzed by men who 
have some worthwhile ideas on 
the subject. It is the second on 
appraising in our series of Clinic 
articles. This Clinic was con- 
ducted by Charles H. Sill, exe- 
cutive vice president of Drennan 
& Sill, Inc. of Detroit. This 
article presents the. views of 
Charles Wansker, Granville M. 
Semmes, Bester P. Price, J. C. 
Thompson and E. Rutledge Lilly 
substituting for Robert H. Slater. 
Martin Tenney, vice president, 
Connecticut Mutual Life Insur- 
ance Company, summarized the 
discussion. J. C. Barta’s paper 
was read by Mr. Sill. 





nomic value one must properly capi- 
talize the net income. In order to do 
that all of the other factors must be 
taken into consideration. If all other 
factors are favorable, no real value can 
be arrived at which is not substantiated 
by the net income of the property. 


NOV 19 t949 


Hence I believe economic value to be 
the most important. 

“In the final analysis, the market 
value of the property and the capitaliza- 
tion of the net income are the two 
best guides to its value. A material dis- 
crepancy between them shows either 
misplacement, depreciation of the build- 
ing, inadequate improvement of loca- 
tion or speculative land value too high 
for legitimate investment. 

“It has been said that no property 
can be appraised for more than its mar- 
ket value. This may be true but it is 
also a fact that no property is worth 
more than its net income capitalized at 
a fair rate of return.” 

Bester P. Price of the Bester P. Price 
Company of Chicago was asked to study 
the question of “What is meant by 
forced sales values?” and report on it. 
Thinking has changed on this subject 
and he first showed how it differed in 
the twenties and thirties: 

“When are we justified in valuing a 
piece of real estate in excess of the sale 
price? My first reaction is that forced 
sales value is obviously less than the fair 
market value of the property. I find 
some confusion on what is a fair value 
in this market where we find a number 
of sales being made at prices less than 
what we would like to consider a fair 
value and yet perhaps sales between 
‘willing’ and ‘not pressed’ parties. 

“In the 20's, we were not much con- 
cerned when it was necessary to fill 
in this question on our principal's form. 
Then it was possible to appraise a given 
property as high as one might dare and 
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still reflect a conservative figure against 
even greater sales value. 

“Then came the early 30's and we 
still didn’t worry about the forced sales 
value because we could appraise our 
properties, give some arbitrary lower 
figure as a forced sale value, and not 
worry about being inconsistent. There 
were too few sales to make a compari 
son 

“However, today, the question has 
significance. Consider the individual 
residence or smaller property. Frequent- 
ly, in the case of a residence, the de- 
preciated replacement value of the im 
provement, plus a fair value for the 
land, is greater than the sales price. 
Then we have to decide whether to 
stand on our value and consider the 
transfer a forced sale. 


“I feel the majority of residential 
sales represent the fair market value of 
the property or the amount that reason 
ably can be expected. I have come to 
that conclusion because the sellers in 
many cases are institutions who want to 
liquidate the property but believe they 
are selling for the top price after scal 
ing down the original figure over a 
period of time. This, to a large extent, 
‘makes’ the market for the individual 
seller. In the case of residences, the sale 
price is generally representative of the 
value even though in Chicago, at least, 
the market value is less than the fair 
physical value. I question whether it is 
sound practice to presume the general 
market value will catch up with the fair 
physical value because of the competi 
tion to sell the present listed real estate 
and the ease in obtaining financing for 
new homes. An increase in building 
costs would, of course, increase the mar 
ket value to the replacement value. 


The All Cash Sale 


“IT don’t believe an all-cash sale nec- 
essarily makes a forced sale although in 
such cases, I believe an appraisal might 
be increased over the sales value to the 
extent of the cost for obtaining financ 
ing. I think the sale price on individual 
residences should not influence our val- 
uation unless we can show the sale has 
been made under pressure. 

“For example, a loan was offered to 
us which we considered an exceptional 
example of a forced sale. A husband 
had died, left no insurance, the funeral 
expenses were unpaid, and the wife 
could not afford to continue living in 
the house. She sold within two weeks 
after the funeral. In such a case I don't 
feel the specific sale need influence the 


appraisal. I think sales made at less 
than the market by business men being 
transferred to other cities, by people 
who must move for health’s sake, etc., 
may readily be considered forced sales. 
“To substantiate the forced sale, we 
must show the property has been sold 
for less than the general market and 
give some reason for it or justify the 
appraisal in excess of the sales value by 
comparison with other properties. 
“The larger economic property pre- 
sents a more complicated problem so far 
as a comparison of the sale and appraisal 
is concerned. In such cases, the physical 
value is invariably higher than the eco- 
nomic value; and usually the economic 
value, which I would like to consider 
the fair value, is higher than the sales 


value However, in most cases the 





6 4RKET value of the 

property and the capitali- 
zation of the net income are the 
two best guides to its value. A 
material discrepancy between 
them shows either misplace- 
ment, depreciation of the build- 
ing, inadequate improvement of 
location or speculative land 
value too high for legitimate in- 
vestment. It has often been said 
that no property can be ap- 
praised for more than its mar- 
ket value. This may be true but 
it is also a fact that no property 
is worth more than its net in- 
come capitalized at a fair rate 
of return.”—J. C. Barta. 





larger holdings are owned by large in- 
stitutions. In justifying the appraisal in 
these cases, I don’t think it is a ques- 
tion of considering a forced sales value 
but considering the terms of the sale. 

“Where the seller has accepted a 
nominal down payment and taken back 
paper for a long term at a low interest 
rate, the sale probably will be at a fig- 
ure higher than what would be con- 
sidered a fair value. On the other 
hand, a sale from a bondholders’ com- 
mittee, where bonds have been acquired 
by the purchaser at a discount, might 
be at a figure considerably less than the 
fair value and yet not a forced sale in 
the usual sense of the word. It should 
not have any particular bearing on the 
valuation.” 

Next in the appraisal review was a 
problem that has come in for a great 
amount of discussion. In fact, the first 
article The Mortgage Banker ever pub- 
lished was concerned with it—the ques- 


tion of independent appraisals versus 
those made by someone in the mortgage 
firm’s own office. These are views of 
Robert H. Slater of the mortgage loan 
department of the Kentucky Title & 
Trust Company of Louisville, as pre- 
sented by E. Rutledge Lilly: 


Borrower’s Credit Paramount 


“In recent months in our area there 
has become increasingly apparent a 
tendency on the part of mortgagees and 
their correspondents to minimize the 
importance of the loan-to-value ratio. 
Apparently the borrower's credit stand- 
ing is now the paramount element of 
mortgage risk, far overshadowing other 
elements in the pattern of over-all risk. 

“By FHA standards, combined land- 
and- improvement costs should consti- 
tute one upper possible limit of value. 
It is significant that most borrowers 
show a ready willingness to discuss 
costs with the lender. If anything, the 
figures they offer are inclined to be a 
little on the ‘full’ side, and a lender re- 
lying on the borrower’s estimate of 
replacement cost would certainly not be 
penalizing the borrower in using that 
figure as a ceiling to value. 

“Yet, time and again uninsured loans 
will be made to borrowers of better- 
than-average credit standing on a basis 
even exceeding 70-80 percent of the 
borrower's own cost estimate—which is 
more often than not a ‘loaded’ estimate. 

“Such a practice may indicate several 
dangerous symptoms of a return to pre- 
depression lending. It may reveal an 
over-optimistic valuation on the part of 
a loan solicitor charged with the joint 
responsibility of valuating the security 
and making a loan (with its accompany- 
ing brokerage for his firm and commuis- 
sion for himself). This combination of 
motives may lead to dangerous conse- 
quences, as it has in the past. 

“On the other hand, the pressure of 
idle funds in the hands of large in- 
vestors may be responsible for a tacit 
agreement, between large lenders and 
their correspondents, deliberately to 
over-value the security so that ad- 
mittedly ‘full’ loans will technically be 
well within the legal limit of the loan- 
to-value ratio. 

“The increased risk, it may be felt, 
can be predetermined and provided for 
by a reserve derived from the spread 
between even a 4 percent net yield pro- 
vided by investment in mortgages and 
the lower return from other types of 
investment. While somewhat hyper- 
critical in nature, this view of mortgage 
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risk might appear justified by invest- 
ment competition; and in the face of 
possible increasing costs and war-boom 
inflation in real estate values in gen- 
eral, may be considered in the light of 
a permissible business risk. 

“Whatever the reason for the steady 
thinning of equity requirements in so- 
called ‘preferred-risk’ loans, it would 
seem to be in order for the Mortgage 
Bankers Association to inquire whether 
this situation is necessary. A simple re- 
quirement, it seems to me, could help 
substantially in reducing the increasing- 
ly dangerous practice of over-enthusi- 
astic valuations. In every large metro- 
politan area there are competent 
professional appraisers, well qualified to 
render an informed opinion as to the 
value of residential properties. Their 
capacities to perform such services can 
be readily verified by principals and cor- 
respondents alike. 


Advice for Lenders 


“If all major lenders could be per- 
suaded that their own best interests 
would be served by employing the ser- 
vices of competent appraisers, and their 
correspondents be required to maintain 
a loan-to-value ratio based on sound, 
disinterested valuations fixed by such 
appraisers, then competition might con- 
ceivably be kept within reasonable 
limits. 

“If it be agreed that such a policy 
would curtail the volume of loans, can- 
not it be argued with equal reasonable- 
ness that FHA is still available for those 
whose loan requirements exceed the 
limits prescribed by state laws under 
which large lenders are required to op- 
erate on other than insured loans?” 

The question assigned John C. 
Thompson of the New Jersey Realty 
Co. of Newark might logically follow 
Mr. Slater’s remarks—‘Should the ap- 
praiser know the purpose for which the 
appraisal is to be used before appraising 
the property?” Mr. Thompson's answer 
was an emphatic “yes” and here is his 
reasoning on the subject: 

“In my opinion it is absolutely essen- 
tial that an appraiser know the purpose 
for which an appraisal is to be used 
before it is made. 


“Appraisals of real estate are made 
to evaluate property for purchase and 
sale, for mortgage financing, for real 
estate, income, and inheritance taxation 
purposes, for condemnation proceed- 
ings, and many other purposes. 


“It is evident to the informed ap- 
praiser that a different appraisal might 


be reached for each of the purposes 
here set forth. While that may seem to 
be a very broad and perhaps unin- 
formed statement, that conclusion can 
be substantiated by the examination of 
appraisals of a particular property made 
for many different purposes among the 
records of countless institutions and 
individuals. 

“It is known that the value of a 
property depends largely upon its cur- 
rent and future potential use. Gener- 
ally speaking, the term value, with 
qualification, contemplates the highest 
and best use of a property. It naturally 
follows, therefore, that an appraiser, 
unless guided as to the- purpose of an 
appraisal, might evaluate a property 
based upon its greatest utility value 
which incidentally might contemplate 
changes and improvements to the 


building. The value reached might be 





aA HATEVER the _ reason 
for the steady thinning 
of equity requirements in so- 
called ‘preferred risk’ loans, it 
would seem to be in order for 
the Mortgage Bankers Associa- 
tion to inquire whether this situ- 
ation is necessary. A simple re- 
quirement, it seems to me, could 
help substantially in reducing 
the increasingly dangerous prac- 
tice of over-enthusiastic valua- 
tions .. . FHA is still available 
for those whose loan require- 
ments exceed the limits pre- 
scribed by state laws under 
which large lenders are required 
to operate on other than insured 
loans.” —Rosert H. SLATER. 





based upon a substantially different 
basis of use and operation than existed 
at the time the appraisal of the property 
was made.” 

There are a lot of reasons why ap- 
praising is anything but an easy job 
today and one of them is that considera- 
tion must be given to influences that 
previously did not exist. The question 
of what consideration the appraiser 
should give to the influence of new 
FHA houses upon the valuation of old 
houses is one such problem. Tackling 
that one was Granville M. Semmes, of 
the Calumet Securities Corp. of Gary, 
Indiana. He had a concise reasoned 
answer for it: 

“In my opinion, the best way to han- 
dle that is for the appraiser to place 
himself in the position of a buyer who 
is considering the purchase of a home, 
a new one built under FHA or one 


completed prior to 1934 when the 
FHA came into existence. 

“The purchaser finds that the same 
amount of money will buy a larger old 
house than one newly-built. He discov- 
ers he can buy the same amount of 
space in an old house for much less than 
a new one will cost. Hence his initial 
investment is less in purchasing an old 
house. 

“However, higher maintenance ex- 
pense on the old house may run up the 
average monthly outlay to an amount 
equal to, or greater, than the monthly 
outlay on a new house purchased at a 
higher price. 

“The old house loses some of its bar- 
gain attraction in that the rate of both 
depreciation and obsolescence is more 
rapid than on a new house. 

“Due to FHA requirements, many of 
the deteriorating factors of former 
times are either materially reduced or 
entirely eliminated, with the result that 
in new construction under FHA the 
house will depreciate less rapidly. 

“Obsolescence can never be elimi- 
nated as long as there is progress to 
cause it; but, unlike Mark Twain and 
the matter of weather, the FHA has 
done something about it. Neighborhood 
obsolescence, that blight of housing 
blights, due to FHA planning, espe- 
cially in new subdivisions, is materially 
less of a menace than formerly. 

“To the average buyer the amount 
of down payment is of paramount im- 
portance, and the difference in the sum 
required between an 80 percent loan on 
an old house and a 90 percent loan on 
a new one is a factor in the decided 
preference of buyers for new construc- 
tion. Likewise, of equal effect is the 
difference in the amount of monthly 
payments of interest and principal be- 
tween a 20-year loan on the old house 
and a 25-year loan on new construction. 

“The old house carries a heavy han- 
dicap in competing with new houses 


under FHA.” 


More Than One Value? 


“Can real estate have more than one 
value?” That was a large order to 
handle in a short space of time. Charles 
H. Wansker of Boston, Massachusetts, 
reviewed it and found the answer 
“yes"—but that isn’t all his story by 
any means. He declared that: 

“I think of five distinct forms of 
valuation—that of the mortgagee, own- 
er, assessor, sentimental, and specula- 
tive. It is the speculative value which 
is probably the most disturbing. 

(Concluded on page 8) 
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“A Survey Is as Important as 


the Borrower's Signature” 


The problems of surveys and should 
a mortgagee absorb “extra” expenses 


are fully discussed in this 


“WERE are four vital mortgage prob 
lems—as important as any with 
which the mortgage banker is con 

cerned today. The first crack-out-of-the 
box is the question of how much, if 
ny, of the out-of-pocket expenses ought 
a mortgagee absorb, expenses such as 
title charges, photographs, tax searches, 
surveys, etc.? As all mortgage men 
know, there was a time when no one 
expected a mortgagee to stand any ot 
these expenses. But as competition be 
ume keener, the bars have been let 
down some, and more and more some 
if these extra expenses have been borne 
by the lender. What should be done 
about it? What's a good sensible policy 
to follow? David B. Childs of A. W. 
Childs & Sons, Inc., in Kansas City, 
gives his views on the subject 

“Though the financial aspect of this 

question is not to be considered as pri- 
mary. it must be considered remotely. 
If this practice is to be condemned as 
an undesirable precedent the reason 
must be examined. The absorption of 
these charges cannot be considered dis 
honest and therefore can only be criti 
cised on the basis of reduced income. 
Let us try to determine the extent of 
this reduction so we can fairly judge its 
desirability or undesirability 

“Consider for example the status of a 

company which negotiates an average 
of 100 loans each year. Title charges 
and recording fees run about $25 a loan 
with us; commercial photographs, $3 
to $5; tax searches are usually included 
in the abstract work, and surveys run 
from $15 to $25 depending on their 
complexity. So, all in all, absorption of 
these items might easily cost the aver- 
age mortgage company $5000 per year. 
“Now consider the salesman who is 
soliciting the loan. In the majority of 
cases he is up against competition. He 
either has obtained his prospect from 
some expiration list or else run across 
him building a new house. The pros 
pect wants an immediate quotation on 
the loan. The salesman visualizes the 
competition and fearing the opposing 


article 


salesman will conveniently forget to 
mention the cost of surveys, photo 
graphs, etc., he does the same. He post 
pones giving the customer this informa 





ERE are several mortgage 
problems with a timely in- 
terest today — surveys, how im- 
portant are they? Extra charges 
when should the mortgagee 
absorb them? This article repre- 
sents some of the papers and 
discussion presented at the 
Clinic led by Howard B. Mof- 
fit, vice president of Realty 
Vortgage and Sales Company of 
Oklahoma City and concerned 
with “local practices that pay 
dividends.” On the program 
were S. S. Shafer, C. W. Kistler, 
David B. Childs, Wilford E. 


Smith and Raymond Haizlip. 





tion either until the loan application is 
ready to be signed or even until the loan 
is ready to be closed. Then the cus- 
tomer often thinks the loan company is 
adding unnecessary expenses which 
were not agreed upon in the beginning. 
His ill-will is often incurred. Few sales- 
men have the courage to mention all 
the extra expenses (except on FHA 
loans where they know they will be re- 
quired) and hope that the closing de- 
partment will iron them out some way, 
either by collecting them if possible or 
waiving them if it becomes necessary 
to do so. 

“Every time such an impasse occurs 
it leaves an unfavorable opinion with 
the borrower. Several large loan com- 
panies have their staff members take 
their own photographs, thereby elimi- 
nating the necessity for any such 
charge. Others circumvent the neces- 
sity for a survey on residence loans by 
using a service given by the title com- 
panies in connection with their loan 
guarantee policies. This company has 
in its employ a retired surveyor who 


looks at each property upon which a 
title policy is to be issued. He paces 
off or measures off the lot lines and 
brings in a report to his company that 
the house is 10 feet from the lot line 
on one side and 15 feet on the other. 
This information is available to the 
lender and if the report is favorable the 
survey is not required and therefore 
there is no expense.” 

And now for a related question: 
“Should surveys be required in all cases 
except residences which are set back on 
all sides, or does the survey accomplish 
more harm than good?” 

They should be required, thinks Wil- 
ford E. Smith, vice president of Melvin 
F. Lanphar & Company of Detroit. His 
view is that: 

“We have always felt that it is just 
as important to have a proper survey of 
the subject property in every closed 
loan file as it is to have the borrower 
sign the mortgage note. Lack of either 
would be out of character with sound 
mortgage financing. This applies to in- 
sured or conventional type loans, on 
new or existing residential properties 
located anywhere in Michigan, or in any 
other state where we purchase loans for 
our principals. No matter how clear the 
title, the safety of a mortgage loan may 
be suddenly jeopardized by the belated 
discovery of an error in the underlying 
land survey. 

“The mere fact that a residence is 
located well within the assumed lot 
lines certainly does not obviate charg- 
ing for this permanent record. The cor 
rect house number is shown on every 
survey. This is important in connection 
with fire insurance records. Much ad- 
ditional useful information can be in- 
cluded in a survey as, for example, the 
distance between streets, legal descrip- 
tion, photographic view of the property 


and neighborhood. 


“The Lanphar company purchases 
surveys just as we order property ap- 
praisals, from approved land surveyors 
who have no connection whatsoever 
with our company and who have quali- 
fied according to our title company’s re- 
quirements. 

“While there are various styles of 
surveys obtainable, only three types are 
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commonly used in Michigan. A great 
many builders withhold excavating un- 
til they have arranged for what is 
termed a ‘stake-out’ survey. After the 
roof is on, a preliminary survey may be 
ordered as in the case of construction 
loans and, finally, a completed survey is 
furnished. The two types last men- 
tioned are ordered by the mortgage 
company. The manner in which they 
are prepared may vary: 


Two Kinds of Surveys 


“First, those provided by competent, 
well-established and _ well-recognized 
surveyors, whose surveys can be de- 
pended upon for their accuracy and 
detail. 

“Second, those that are not advised. 
This one generally costs not more than 
$5 and is prepared by an inexperienced 
and unqualified surveyor who operates 
from his home, as a rule, or is employed 
by a financial institution which is more 
interested in saving $5 or $10 per loan 
than it is in obtaining accuracy and ease 
of operation throughout the servicing 
period. 

“The style which we have helped to 
standardize consists of a certified sur 
vey, with large 2-view photograph on a 
senarate sheet, and a marked location 
map on a third sheet. This type of sur- 
vey provides the purchaser of the prop- 
erty, and the prospective purchaser of 
the loan, with all the facts and enables 
both to form a clear, comprehensive and 
intelligent opinion as to the investment. 
It is the type of survey which, in our 
opinion, should become a part of each 
file. It is the only type of survey ac- 
ceptable to our title companies in con- 
nection with the issuance of an LIC or 
ATA title insurance policy. 

“If closing by abstract opinion, it is 
now possible to purchase a Bonded 
Survey which provides protection 
against loss from survey errors. 

“Important reasons which make a 
proper survey necessary are: 

“1. To legally prove that the prop- 
erty upon which a mortgage loan is be- 
ing considered is free from encroach- 
ments and violations. This is very im- 
portant, especially in crowded neighbor- 
hoods and in developing communities. 

“2. To avoid loss of land by adverse 
possession. Michigan and most other 
states have laws, known as Adverse 
Possession Laws, which mean in sub- 
stance that if an encroachment exists, 
and continues to exist for a number of 
years, a certain portion of the lot may 
be lost by adverse possession. Such a 


situation will affect the marketability of 
title. It will also create legal complica- 
tions and law suits as the result of an 
encroachment if the party deeding the 
property cannot convey complete title to 
the entire recorded lot. Situations of 
this nature can change the dimension of 
every lot in the block. 

“3. It is not only a question of 
whether the encroachments are on the 
subject property but, equally important, 
is the question as to whether the sub- 
ject property perhaps encroaches on the 
adjoining property. 

“4. The survey takes into considera- 
tion the width and depth of the lot, 
sidelines, fence encroachments, cement 
drive, easements, rear fences, projec: 
tions from adjoining properties, side- 
walks, garage encroachments—all of 
which are important in determining the 
validity of the mortgagee’s lien. 





ie is disturbing to note that 
many of the cheaper specu- 
lative builders are entirely for- 
getting the example of FHA and, 
especially during the past year, 
have resumed a program of 
‘jerry building’ . .. The great 
majority of home purchasers 
are not sufficiently informed on 
the quality of building and do 
not know the difference between 
‘jerry built? houses and better 
built homes.”—S. S. SHAi oR 





“§. The survey supplies dimensions 
showing that the buildings are erected 
in conformity with restriction lines and 
the existing building code. 

“6. The survey will show public 
utility easements. 

“7. The survey will show, and cause 
to be corrected, errors in the recorded 
plat. 

“8. The survey checks legal descrip- 
tions and frequently discloses errors, 
particularly where the description is of 
a part of lots of a recorded subdivision. 

“9. The survey will show contem- 
plated street or alley widening, which 
may have been heretofore unknown to 
the purchaser. 

“10. From the survey, the mortgage 
company examiner determines if the 
house has been set back according to 
the building restrictions. He will check 
the distance between houses, and be- 
tween the subject house and side lot 
lines to determine if the property is 
located in accordance with the state 
building code. He must also check cer- 
tain measurements and, if found not to 


be in compliance with FHA require- 
ments, a waiver letter is necessary. I 
understand that Washington requires a 
copy of the land survey in order to issue 
this waiver letter. 

“11. A quick check against the ap- 
praisal for the area. 

“12. The survey shows if it is right 
according to legal description. 

“Surveys may be somewhat likened 
to insurance insofar as discrepancies are 
brought to the attention of the inter- 
ested parties and thus making it pos- 
sible to avoid purchasing and mortgag- 
ing property upon which there would 
be possible litigation. 

“We strongly feel that surveys 
should be required in all cases and that 
the charge is nominal and justified.” 

Should voluntary prepayment privi- 
leges be given to mortgage borrowers 
and if so, to what extent should they go 

here is a question that cannot help 
but arouse the interest of anyone lend- 
ing mortgage money today. It’s a live 
every-day matter and as C. W. Kistler 
of the C. W. Kistler Company in 
Miami, Florida, points out in his discus- 
sion, it is one that can be approached in 
different ways in different parts of the 
country. Mr. Kistler says that: 

“In different sections of the country 
this very important question needs to 
be solved in different ways; for in- 
stance, setting a penalty for prepayment 
is not nearly so much in demand from 
the mortgage lender in low-rate terri- 
tories as has been, and probably will 
continue to be, in the South and West 
where interest rates have uniformly 
been higher than in older parts of the 
United States. 

“A mortgage banker’s experience be- 
ing more or less local or confined to a 
state or parts of a state where the laws 
are uniform, may find it to his advan- 
tage in making good loans to have a 
rather flexible prepayment privilege. In 
representing life insurance companies 
and other out-of-state clients, the mort- 
gage banker is confronted with rulings 
from his principals concerning prepay- 
ment privileges that are quite different 
from the local practices he has used in 
his own lending. 


In the Old Days 


“Back in the almost forgotten twen- 
ties mortgage money generally com- 
manded a more remunerative interest 
return than it has in recent years. Dur- 
ing that period the custom of our com- 
pany and that of nearly all the lenders 
in our territory was to make practically 








The Mortgage Banker e 


November 15, 1940 





all mortgages payable in full on interest 
pay-dates at 102 and accrued interest. 
There were some exceptions where a 
limited amount of on-or-before paper 
was issued but barely enough of that 
type of loans were made to prove the 
rule 


Worked Admirably Once 


“This condition continued until 
about 1934 when there were unmistak 
able signs of a serious decline in inter- 
est rates. Our own attitude as mortgage 
bankers was to leave the custom un 
touched and continue to make loans 
callable at 102. However, our northern 
investors modified to a great extent the 
making of loans, which we sold to them, 
and either restricted the borrowers to 
a payment not exceeding one-fifth and 
in some cases one-fourth of the original 
principal of the mortgage in any one 
fiscal year of each mortgage 

“As long as there is an active demand 
for money in excess of the available 
supply for a given territory, this plan 
works quite admirably. Borrowers who 
realize that the amounts demanded, 
combined with the types of security of 
fered, have a limited outlet for getting 
their money, will readily and easily 
agree to such terms 

“For the investor this arrangement is 
both satisfactory and economical be 
cause the mortgage banker is getting a 
participation of interest on his mort 
gages. This rule is beneficial to him as 
it more or less stabilizes his business and 
makes it harder for those in competition 
who try to switch mortgages to their 
own account 

“While I am in full agreement with 
the program of limiting the voluntary 
payments of mortgages prior to matur- 
ity to amounts agreed upon at the time 
of making the mortgage, yet, it occurs 
to me that there are some qualifications 
that could be made that would convince 
the borrower of a desire on the part of 
a mortgage banker to consider the bor 
rower’s interest in this regard. 

“I suggest making a distinction be 
tween the borrower who is refinancing 
his loan with some other lending insti- 
tution and that borrower who is pay- 
ing off his loan with his own funds. 
The point might be successfully ad- 
vanced that such a procedure would re- 
sult in more of your very good loans 
being paid off before maturity by un- 
usually successful borrowers. In an ac- 
tive community where real estate values 
are firm and where business conditions 
are prosperous, as they have been in the 


territory in which I operated for the 
past five years, this procedure would 
cause a great many of such prepay- 
ments. In the long run, however, I be- 
lieve the amount of good will generally 
engendered in the community would 
more than offset the trouble of reinvest- 
ing the money in such cases. Our experi- 
ence has been that less than 3 percent 
of the borrowers pay off their mort 
gages before maturity out of funds not 
borrowed from competitive sources. In 
a lending area where real estate is sell- 
ing satisfactorily the new purchaser 
often wants different amounts or terms 
than the existing mortgage provides. If, 
in such cases, the new purchaser will 
accept his loan through the source origi 
nally made, I suggest going into each 
case on its own merits with a co-opera- 
tive attitude. Fundamentally an active 
real estate market is the best security 
for continued success in mortgage lend- 
ing and any restrictions against profit- 
able sales on the part of one’s borrowers 
just contributes that much toward stag- 
nating the real estate market. 


The Mortgage Cycle 


“I do not mean by this course, how- 
ever, to encourage any speculative sell 
ing but confine myself to bona fide 
normal sales. Let each case be consid 
ered separately and let no one case be 
considered as a precedent for others. 
Obviously, where voluntary partial pay- 
ments on mortgages are offered by the 
borrower it is invariably from his own 
funds and not from some outside 
source. I recommend a sympathetic 
consideration of all such offerings. In 
the course of the mortgage cycle, which 
in some territories seems to represent a 
period of approximately seven years, the 
stringency to be expected during the re- 
current periods of real estate depression 
convinced me that it is better to allow 
borrowers to repay voluntarily out of 
their own funds without penalty, even 
in excess of the customary one-fourth 
or one-fifth limitation, than to insist on 
keeping the full mortgage investment 
intact and perhaps find during a de- 
pression period a loan in default which 
otherwise would have remained in good 
standing on the books. 


Naturally, all questions connected 
with this subject are so intermingled 
with other aspects of the mortgage 
lending business that a great deal of 
discretion and diplomacy must be exer- 
cised on the part of the mortgage 
banker to preserve a policy that will be 
in the long run lenient enough to at- 
tract good borrowers and at the same 


time protect the interests of his in- 
vestors.” 

Will there be a return of “jerry- 
building” and other unsound practices 
that have caused trouble in the mort- 
gage market in previous periods? 

That question was discussed by S. S. 
Shafer of the City National Mortgage 
Loan Company of Canton, Ohio. He 
said in part: 

“This question should be discussed 
from the viewpoint of the greatest good 
to the country as a whole. The business 
of most of us can prosper only if the 
program is one which fits into the best 
interests of the citizens of the United 
States. Our own experience as loan 
correspondent for one of the large in- 
surance companies has demonstrated 
that, at least so far as this company is 
concerned, its officials have kept their 
heads and have not been making exces- 
sive loans. They have probably tended 
in the opposite direction. 

“Under the FHA, a better type of 
building has come into existence 1n re- 
cent years. It is disturbing to note that 
many of the cheaper speculative build- 
ers are entirely forgetting the example 
of the FHA and especially during the 
last year have resumed a program of 
‘jerry-building.” The great majority of 
home purchasers are not sufficiently 
informed on quality of building and do 
not know the difference between ‘jerry- 
built’ houses and better-built homes. I 
believe that any program of education 
for reform along this line must be 
country-wide. 

“I do not believe that ‘jerry building’ 
can be eliminated and a proper standard 
of loaning practice established unless it 
is nation-wide or at least state-wide, and 
that it must have some impartial super- 
vision free from the urge of competi- 
tion.” 


MBA's 30th local chapter has been 
organized in San Francisco and is the 
Northern California Mortgage Bankers 
Association. This new local came about 
as a result of the trip early this year to 
the West Coast of Past President Byron 
T. Shutz and Secretary George H. Pat- 
terson. Raymond Haizlip, president of 
the Mutual Mortgage Company of San 
Francisco, has been elected president; 
Gordon Thomson, first vice president 
and treasurer of the West Coast Life 
Insurance Company, is vice president; 
D. A. Dickie of the California Western 
States Life Insurance Company, is sec- 
retary. Fred S$. Duhring, loan manager 
of Mason-McDufhe, Inc., in Berkeley, 
MBA Board Member, was active in 


organizing this new local group. 
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DANGER SIGNAL? 
The FHLBB is out with a statement 


that “danger signals indicate an over- 
supply of apartment houses in some 
communities.” Then it goes on to say 
that for the U. S. as a whole “rents and 
vacancies have remained practically un- 
changed over almost three years, evi- 
dence that the newly-built dwellings 
could be absorbed without inroads into 
the occupancy and rent structure.” 


Rents certainly haven't moved up in 
anything like the proportion one could 
logically expect. The National Indus- 
trial Conference Board reports rents in 
September only 0.1 percent higher than 
in August, and 0.6 percent higher than 
in September, 1939. They're nearly 39 
percent higher, however, than the de- 
pression low of 1934. The board fur- 
ther says that 

“The scattered vacancy data avail- 
able at present indicate a remarkable 
degree of stability. The general decline 
in vacancies that began in 1933 came 
to a halt in 1936 and since that time 
changes upward or downward were 
small and determined apparently by 
local rather than national conditions. 
Of the 35 cities for which comparable 
surveys were made in 1939 and 1938, 
20 reported a lower percentage of va- 
cancies last year, 14 showed a higher 
percentage than in 1938, and one indi- 
cated no change. 


“To judge from the few cities report- 
ing vacancy data for different types of 
structures, vacancy ratios in apartment 
houses have been consistently higher 
than in single-family houses and in 
1939, there was a noticeable tendency 
for vacancies in apartments to increase, 


ten communities out of 14 showing 
larger vacancies than the year before. 
In contrast, vacancies in single-family 
houses were on a low level, ranging 
from 1 to 3 percent, and showed pre- 
dominantly fractional decreases during 
the last year.” 


WHAT THEY VOTED ON 


We haven't yet heard what hap- 
pened to all the various proposed laws 
up for the voters’ approval on Novem- 
ber 5th. Some of them had considerable 
meaning for mortgage and real estate 
men. 

Two states—North Dakota and Okla- 
homa—asked voters to consider authori- 
zation of graduated land taxes which 
would result in the application of low 
property tax rates on small holdings of 
land and higher rates on large hold- 
ings. North Dakotans also voted on a 
provision to assess different classes of 
property at different percentages of 
their full value—from 25 percent for 
household furnishings, personal effects 
and farm equipment to 100 percent for 
public utilities. Colorado voters balloted 
on whether to fix minimum income tax 
rates and maximum exemptions in the 
constitution. Washington voters were 
asked to approve a 40-mill tax limita- 
tion passed by the legislature in 1939. 
Arizonans considered limiting the prop- 
erty tax rates for state and county pur- 
and freezing certain other tax 
rates now in force. 


poses, 


At least 20 tax measures, including a 
number of new property tax exemp- 
tions, were considered. In Arkansas, 
the exemption of $50 worth of personal 
property for single persons and $100 
for married persons was set. Arizona 
and North Dakota ballots contained 
amendments granting homestead ex- 
emptions of $5,000. Louisiana voters 
considered four exemption amend- 
ments, including extension of the ex- 
emption of new industries. 

It was significant that on state ballots 
this election there were fewer old age 
security propositions and other social 
welfare legislation than has been the 
case in several years. 


BUILDING IN DEFENSE 


Regardless of every other considera- 
tion in the economic picture, one thing 
is sure: the mammoth defense program 
is going ahead because the people de- 
mand that it go ahead, quickly, efh- 
ciently and with our eyes firmly fixed 
on it for what it is—a program for de- 


fense. What it means to building can 
be seen from Building Reporter's esti- 
mate: 


“The most potent shot-in-the-arm yet 
administered to the U. S. national econ- 
omy, the budding defense program will 
give building one of its biggest forward 
pushes. Of the $15 billion of Federal 
funds already appropriated for defense, 
at least $1 billion will eventually ring 
the bell on Building’s cash register. 
And, private capital will ring it again 
with orders for many millions more. 
Thus, today the national defense pro- 
gram is the biggest news and, without 
doubt, the biggest market on the Build- 
ing ‘front. It is creating an urgent de- 
mand for most every type of building 
from multi-million dollar industrial 
plants down to small $2,500 houses.” 


Stewart McDonald has set the pro- 
duction of single family housing units 
to be built this year at 525,000. This 
will be more than in 1929 and greater 
than any year since then. 





ADDITIONAL MBA NOTES 


Iowa Mortgage Bankers Association 
has scheduled its annual meeting for 
November 20th in Des Moines. If this 
meeting is anything like the one in 
1939 it should be among the best mort- 
gage conventions held anywhere this 
year. Three speakers have been sched- 
uled for the morning session, among 
them S. M. Waters, who will speak on 
the possibility of applying mutual mort- 
gage insurance to the farm loan field. 
His address will be an expanded version 
of the one he delivered in Peoria. J. W. 
Leavitt of the Cedar Falls National 
Company in Cedar Falls is president 
and Earle Linn is vice president. Fred 
H. Quiner of Des Moines is secretary- 
treasurer. 


C. T. Harvout, secretary, Cincinnati 
Mortgage Bankers Association, reports 
that the chapter's first meeting after the 
annual convention drew an attendance 
of 25. The entire evening was given 
over to a discussion of the Convention 
and the Clinics. The Cincinnati MBA 
has suggested a divisional clinic in their 
city. Many members expressed the 
thought at the meeting that the most 
serious problem facing mortgage bank- 
ing right now is “the cutting of each 
other’s throats as to charges to the bor- 
rower.” This local is planning a Christ- 
mas party to take the place of their De- 
cember meeting. 
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APPRAISAL VIEWS 


(Continued from page 3) 


“According to experts, however, the 
following kinds of value have been es 
tablished (1) Market Value; (2) 
Physical Value; (3) Sound Value; (4) 
Loan Value; (5) Economic Value; (6) 
Sale Value; (7) Replacement Value; 
(8) Utility Value; (9) Reproduction 
Value, and many more. 

“It is generally agreed that an ap- 
praiser cannot always that the 
worth of a property is based solely on 
the value at which it may be capital 
ized through rentals that a developed 
property will probably produce. It is 
generally believed, however, that sev- 
eral kinds of value must and should be 
considered in arriving at the common 
answer. 


argue 


sense 
“As to the various forms or kinds of 

value, perhaps those most in 

are 

“MARKET VALUE: The a.nount, 


expressed in terms of money, which a 


common 


usage 


purchaser would be justified in paying 
for a property, assuming he 
vcquire all the rights and benefits as 
possessed by the owner. 

CAPITALIZED VALUE: Deter 
mined by a capitalization of rents re 
ceived from improved land, less a rea 
sonable charge-off of those items re- 
quired for maintenance 

“APPRAISAL VALUE: The price 
fixed by one or more appraisers as their 
opinion of the ‘market value’ of an in 
dividual piece of property, whether va 


were to 


ant or improv ed. 


All Values May Be Same 


“The California courts have de 
clared that “Market value is the highest 
price in terms of money which. land 
will bring if exposed for sale in the 
open market, with a reasonable time to 
find a purchaser buying with a full 
knowledge of all the uses and purposes 
to which it is adapted, and for which 
it is capable of being used.” 

“Undoubtedly, it is possible to have 
more than one value for the same prop- 
erty—market value and perhaps senti- 
mental value—and possibly more than 
one value for the same property under 
different management. 

“Super food markets have most cer- 
tainly created different valuations of the 
same property, before and after, over 
the course of just a few years. 

“Value is influenced by population 
growth, shifting of business from one 
point to another. 
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WHAT’S DOING IN MBA 











local associations are electing new ofh- 
cers, planning winter meetings. St. Paul 
has elected Norman H. Nelson of the 
Minnesota Mutual Life Insurance Co. 
as president. August F. Rohleder of 
Barta & Rohleder, Inc., has been named 
vice president and R. H. Thomssen of 
Clapp-Thomssen Co. has been named 
secretary-treasurer. 


Norman R. Lloyd, president of Allied 
Mortgages, Inc., has been made presi- 
dent of the Cleveland Mortgage Bank- 
ers Association. Others on the new slate 
include Dan C. Crane of The Land 
Title Guarantee and Trust Company, 
vice president; Howard S. Bissell of 
Howard S. Bissell, Inc., secretary, and 
O. L. Rieder of The Cleveland Trust 
Company, treasurer. Other directors in- 
clude Past MBA President A. D. Fraser, 
W. L. Mould and L. R. Reifsnider. 
Charles A. Mullenix will head the 
Cleveland MBA’s entertainment com- 
mittee this year. A banquet to the re- 
tiring president, William J. Van Aken, 
is scheduled for December. 


It has been suggested by some Cleve- 
land members that this local’s admission 
rules be relaxed to admit savings and 
loan men. Cleveland’s MBA hopes to 
adopt a fairly liberal code of ethics 
“which will act as a restriction on no- 
body who is under home office restric- 
tions to do business in a given fashion. 
From this we may be able to build a 
strong code of ethics or standard of 
practices which will strengthen the 


This is the time of year when MBA 


whole mortgage structure of the city,” 
one official said. 

Nearly 50 mortgage men attended 
the first annual meeting of the Illinois 
Mortgage Bankers Association in Peoria 
November 8th. S. M. Waters, MBA 
president in 1938-39, addressed the con- 
vention on the possibility of applying 
mutual mortgage insurance to the field 
of farm loans. Byron V. Kanaley, mem- 
ber of the MBA board of governors, 
spoke on “Preparedness and Mortgage 
Banking.” George H. Patterson, MBA 
secretary-treasurer, attended the meet- 
ing. 

A. E. Streitmatter, president of the 
Illinois MBA and investment manager 
of the Alliance Life Insurance Com- 
pany of Peoria, presided. D. I. Jarrett, 
general counsel of Mr. Streitmatter’s 
company, spoke on the antiquated fore- 
closure procedure in Illinois. Robert E. 
Terhune of the Springfield office of 
FHA spoke on that agency’s operations. 

All officers were reelected for another 
term and included Mr. Streitmatter as 
president; A. H. Seise of Rockford, vice 
president; W. C. Rainford of Granite 
City, vice president; and Maurice A. 
Pollak of Chicago, secretary-treasurer. 
Governors elected included O. H. Men- 
denhall of Decatur, Tom Merritt of 
Hoopeston and E. F. Cramer of Gales- 


burg. 


President Dean R. Hill and Secretary 
George H. Patterson attended the an- 
nual convention of the National Asso- 
ciation of Real Estate Boards in Phila- 
delphia. 





Apparently, no one method can be 
utilized in appraising all kinds of real 
estate. Therefore, we have varied 
kinds of value. 

“It appears that we have three dis- 
tinct forms of property and thus three 
forms of value—non-investment, invest- 
ment, and service. 

“NON-INVESTMENT form valua- 
tion is determined by the comparison 
method, such as a home. 

“INVESTMENT form, properties of 
the type valued on their capacity to 
produce income, such as a store, apart- 
ments, or office building. 

“SERVICE form, replacement meth- 
od is utilized, land value by comparison 
and building value by reproduction cost, 
such as schools, city halls, libraries, 
churches, and hospitals. 


“What values are sound, what values 
are normal, and what is substantially 
permanent are the essential features. A 
home with extravagant features has a 
sense of present value; it does not add 
to the loan value or sales value in the 
future. 


“Competition today has created spec- 
ulative values, but not permanent or 
sound values. 


“Therefore, the question ‘Can real 
estate have more than one value’ 
would, in a broad sense, have to be an- 
swered “Yes,” but the valuation arrived 
at for any given property, it appears to 
me, depends entirely on what kind of 
valuation was desired, such as physical 
value, replacement value, or market 
value. It is quite possible that all three 
could be approximately the same.” 








